NPS ARCHIVE 
1965 

CORLEY, B. 












DUDLEY KNOX LIBRARY 
NAVAL POSTGRADUATE SCHOOL 
MONTEREY CA 93943-5101 



THE RELATIONSHIP BETWEEN OPEN-END 



INVESTMENT COMPANIES AND THEIR INVESTMENT ADVISERS WITH SPECIAL 
EMPHASIS ON MANAGEMENT FEE RATES 



by 



Bennie L. Corley 

Lieutenant Commander, United States Navy 



Submitted in partial fulfillment of 
the requirements for the degree of 

MASTER OF SCIENCE 
IN 

MANAGEMENT 



United States Naval Postgraduate School 
Monterey, California 



19 6 5 



nia ft* c- ./c 












































U. s. : 

Mop vc 



THE RELATIONSHIP BETWEEN OPEN-END 
INVESTMENT COMPANIES AND THEIR INVESTMENT ADVISERS WITH SPECIAL 
EMPHASIS ON MANAGEMENT FEE RATES 
by 

Bennie L. Corley 



i 



This work is accepted as fulfilling 
the research paper requirements for the degree of 
MASTER OF SCIENCE 
IN 

MANAGEMENT 
from the 



United States Naval Postgraduate School 



ii 



ABSTRACT 

There has been a tremendous growth in the open-end investment com- 
pany industry in recent years. Its total net assets currently approxi- 
mate $30 billion, and its activities account for nearly six percent of 
the overall trading on the New York Stock Exchange. The management of 
the companies that constitute this industry is therefore a subject which 
should be of considerable interest to the three million people who are 
shareholders in these companies. 

This subject is investigated by concentrating on four primary 
areas of interest: (1) management and supervision of the investment 

company portfolio by the investment company adviser, (2) the relation- 
ship of investment company size to the management fee rate paid the 
investment adviser, (3) the relationship of investment company size to 
the operating expenses of the company (exclusive of management fee) and 
(4) the relationship of investment company performance to the management 
fee rate paid the investment adviser. Correlation analyses are per- 
formed to determine these relationships, utilizing data excerpted from 
current prospectuses and annual reports of representative samples of 
the companies now in existence. These samples are selected through sta- 
tistical techniques, and conclusions are drawn on the basis of these 
analyses. The investment company shareholder's recent realization of 
the inequities in management fee rates , which were discovered by this 
study, are noted. The changes in the open-end investment company indus- 
try which are now being called for by the public are discussed. 
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CHAPTER I 



INTRODUCTION 

The research upon which this document is based was focused upon the 
management of open-end investment companies. The name "open-end” means 
that companies so classified are virtually always repurchasing their 
shares, and in consequence, are generally always issuing new shares.* 
These companies are more commonly known as "mutual funds", and the two 
terms will be used interchangeably throughout this paper. They differ 
from the other major category of investment company, the "closed-end", 
primarily in the area of capitalization. Closed-end companies have a 
relatively fixed number of shares outstanding, in contrast to the contin- 
ually varying capital of open-end companies. Shares of open-end compan- 
ies are acquired as new issues direct from the company, whereas those of 
the closed-end company are available only from existing holders. 

The idea of investment companies is not new. Investment companies 

were in evidence in the early nineteenth century in Europe, and by 1860 

had taken on much of the form in which we currently find them. The 

United States had no comparable development until the mid-1920's. In 

1924, with the creation of U. S. and Foreign Securities Corporation and 

Massachusetts Investors Trust, the era of the investment company in the 

United States commenced. U. S. and Foreign Securities was the forerunner 

of the modern closed-end company, while Massachusetts Investors Trust 
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was the open-end pioneer. 

^Hugh Bullock, The Story of Investment Companies (New York; Columbia 
University Press, 1959), p. 155. 

^Rudolph L. Weissman, The Investment Company and The Invester (New 
York: Harper and Brothers, 1951), p. 145. 



